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IN THE UNITED STATES DISTRICT COURT 
FOR THE DISTRICT OF COLUMBIA 



MARIALICE BATHRUS WILLIAMS, 



Plaintiff, 



vs. 



FEDERAL NATIONAL MORTGAGE 
ASSOCIATION, et al. 

Defendants. 



Civil Action No. 1 :05CV01483 



Judge John D. Bates 



DECLARATION OF KATHRYN 
WESTOVER 



I, Kathryn "Kate" Westover, hereby declare as follows: 

1 . I am not a party to the above-captioned action. I am over eighteen years of age, 
and the statements made herein are based on my personal knowledge. I refreshed my 
recollection through the review of the documents attached hereto at Tab A. 

2. In or about August 200 1 , plaintiff Marialice Williams and I had a meeting with 
representatives from Fannie Mae's Multifamily Division to discuss the possible use of captive 
insurance companies by Fannie Mae. I do not remember any additional meetings with 
representatives from Fannie Mae on this or any other subject, although there may have been a 
telephone phone conference call before or after the meeting on this subject. 



I declare under penalty of perjury that the foregoing is true and correct. Executed on 



[DATE| at Colchester, Vermont. 

2JG/o7 



/ Kathryn Westover 
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Atevv questions aiMi an upttate Bom KMb ''"'"^ "t V 

. ,':■'■ ■■■' ■ ■ '■'■■■■ •■■■■' ^ ■ .,^:\ ■ •■■ 

■■■■■■;■■:■■ .■-■■.'■ '■:..■;■- ■ : • '^ • "'M**^- . 

Subject: A few questions and an update from RMS /^.z , ,>/.'>-^'^'^' / n] h- 

V; V Date: We4 23 May 2001 10:16:10-0400 . . i'^ "^ . P^V. 

To:<rhoda_s_newmatt@famiiemaexom>,<graee3uebsGher@fannie^^ T^t^P" '^ 

' CC:<bhartsfield@risk-mitigation.com> . -^ / 

,.■■.■■.'■" Mpaate.ftom RMS-- ■■■■ ■ 

First the good news-we -have the interest of three insurance compa^^ A5I are rated A+ and abqVe. 

. •. However, wp need to know a coupieofthings to faciiitaie our discussions wth them; 

1 Js there any interest oil Fannie Mae's part in insuring her portion of the 5-20% mezzi^ 
(This could lead to a lower preinium for the lenders). 

2. Does Fannie Mae have any objeofion to die DUS lenders laying off all or part of their first.Iossobliga^^^^^ ■ 

... "AA" or better rated credit ojhancer? * 

3 Js thci« any poss3bi% of obtaining dau from Fannie Mae regarffeg the underwriting and perfonnanGe of l3ie DUS portfoMo? 
thefceeniirterest Is in what percentage oflhe mortgage loans origmated meet the various.tiersoftheDUSprograni and ba^ : 

been a distinction in the performance based upon those tiers of t loans? 

Soriy that we were unable to get Kate Westover in to sec you m June. We only need about and hourand a half. Is there a ti^^^ 
My that wiUw.oik? Also, if you find that there is room because of a cancellation in June we \vould be happy to M in. 

. We.don't need aUofthe answers to our questions at one time. As soon as you have some idea about each question, let us know. 
Thanks. Marialice 



!i.J ■'.< ihj .:\>^\-j 



l;c Ub'h (luniuijO'' 
■ •'.■■' h:!- and K- ir.-' 
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|?sv{I: Captive Insuranct.Coriipany Update] 



Subject: fFwd: Captive Insurance Compaay tfpdate] 

.Date: Wed, 06 Jun 200112:21:05-0500 
From; Bob Jones <bobjpnes@cain-fiBanciai.com> 
. To: dwgrovbs@beIlsouth.netj chuckrumsey@cam-financiaI.coin 

Bob . Jones wrote; ' 

i advised Mariaiice to copy both Red Capital and Lend Lease on this. . . 
message to Richard and Grace, . just as. if she never saw the Fannie. Mae 
email- regarding Graig.Ott. . ~ 

this reversal by IRS now offers Fannie Mae and/or each bUS Lender to 
form their own captive under the same "economic family" for balance .- . 
sheet treatment- with the captive first loss preroium nbw tax deductible, .. 
The IRS ruling also acknowledges, the shift of captive first loss from 
the the policyholder to the insurer for risk transfer. ..Our copyrighted 
MCRI policy is acceptable for risk transfer and could be used by AIG, ' 
c3eft Star, or Zurich to front the captive coverage. 



Subject:. Captive Insurance Company Update 
Gate: Wed. 6 Juri 2001 12:13:44 -0400 
From: "Marialice WiHiams" <marialice@wortdneLatt.net> 

To: <grace3uebscher@fanniemae.con3>, <richard_sJawch@fanmemae.coni> 
eC:<racbeisler@redcapitalgroup.com>, <jklarson@lendIeaserei.com>, - . 

<rhod3_e^newnian@famiiernae.cpjii>, <hhartsfie]d@risk-nutigat)on.cohi> 

On Jiine 4, 2TO1, ihe IRS issued 8 njJmg that has the insurance world reeling. The long standing position that premiums paid to 
captives are not deductible urfder the so-called "economic family" thepiy h^ been reversed: 

ThelRS, in 1977, took the position that "in Uie case ofreJaled-paity risks, ifsuch risks are insured or ^insured by a rdated 
insurance company— one in the same 'economic himly", the premiums involved cannot be deducted from federal taxes because risk ■ 
: has not shifted from tbepolicyholder to. the insurer." 

"Accordingly, the IRS will no longer invoke the economic family theory with respect to captive insurance transactions." 

After this new ruling, it is clear that the captive is an ideal way to Jay off the iirst toss obligatioij of assetholders entering into 
■ secondary market transactions. This ruling can-en^le Faniiic Mae to set up its own credit Nibaitcetnent facility. And in light of 
Fanme toe's credit, the capitilizBtion costs would be ininiraal. 

The DUS lenders could set up such a fijnd with their DUS reserve accounts and obtain sibstantia! economic benefit as well as 
reducing Fannie Mae's exposure to the risk associated with this portfolio. That's because any policy issued by a DUS lender's 
captive insurance company would be wrapped or fronted by a rated reinsure. 

My assodate and 1 serve on the Captive Advisory Committee for the District of Columbia's Department of Insurance and Securities 
Regulation, Our new law was patterned after the Veimont statute which is considered the b«st domestic jurisdiction in which to 
form a captive: Just one captive has applied for and been approved to operated in D.C. This eould have all tondj of positive 
ramifications for Fannie Mae. . ' '■ 

Our assodate, Kate Wesiover, in Veimont, is assisting us with our customers. She will be consulting wth Lany Mirrel, 
the Commissioner for DISK, on June 14 while you guys at Fannie Mac wilt be out of town. We had hope to bring her by. 

Meanwhile, my associate Harvey Hartsfield continues to work with Rhoda on a time for Kate, to make a presentation to Fannie 
Mae. 
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IFwd: CaprivdlnsBiance Cpmpfliq^ Update) ' . .' , , .-.■',..., ^. '' ,. 

■ \^/^ Fcei free to caJ] if you have questions. -.ManaSce . " 
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Siibject: Captive Insurance Companies : : 

"^v ' Date: Mem, 18 lun 2001 16:29:30 -0400 

'' Froin: "Risk-MiT <^ 

To: <dgpodman@redcapitalgroupxom>, <iacbeisler@redcapitalgroiip.com> . 

.- CC: <hharisfield@ntsk-initigatioacom>, "Bob Jones" <^^^ 

. . Harvey and I saw the quotes froni David in an article ra the Multi-Housing News for Juiie.20dl. Glad to see that you guys are . 
anticjpatmg another isuccessM year in refinanoBig apaitmeat buflding mortgages. : 

Wejust wanted to reiiund you that our captive JnWah« company conc5ept has j^^^ 

fromIRS; Oiir associate, Kate Westover gave an excenempresentation.at the Department of Insurance mdSccuritJM 

last -week. Several of our clients were in attotdance, ■ ■ 

Kate v>as able to confirm For Larry Mirel, the-liead ofDISB. that the new Reyeiiue Ruling by the IRS, 2001-31, provides for the 
. deductibility of premiums paid to captive insurance companies by captive insurance company owners. And further bolsters the 
concept. that captive insurance companies, owned ty a related con^any or parsit; are true insurance companies: Therefore, once a 
captive issues a policy to cover the risk onaportfolio of assetis there is atiue risk transferffom the related or parent company to 
the captive. Therefore, our clients who are concerned about risk-abased capital issues can now form a captive insurance company, 
transfer the risk of loss of their loan portfolio to the captive insurant company and get the accounting and balance sheet relief that 
. theytieed.; 

' And, if used in connection with securitizaiion, the captive insurance company policy is the credit enhancement necessary to 
. eliminate the need to ISSUE SUBOM)INATE SECURITIES. 



Idfl 

■ 



Also, D.C. has approved the first captive msurance company under the hew B.C. captive insurance law. We are on the captive 
advisory committee for D.C. and are more committed than ever to bringing this innovative risk transfer concept to our customers. 
We are happy to be able to provide this innovative topi to pur customers on a.Iocal basis. The oflF-shore jurisdictions have 
dominated tKs busiiiess for the past 30 years/ 

Let us know if you would like to see the documentation on the revenue ruling or want to discuss the use of the captive insurance as 
a risfc-transfeir credit enhancement facDity in your day to day operations, .:.•■•..;', v-i; jiSii - ;i>-' 

Mariatlce Williams 






p£j our -"uSornCi s 
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. t ^^Avi^M^^auti 'un j-vuguaK i 



Subject: JPresentation on August 21 

DMe: Mon, 6 Aug 2001 12:49:18 -0400 :; - 

iProm: "niail.risk-irdtigationxQm" <mariaHce@rist-mitigation.com> 
... To: "lUioda E Newman" <rhcM3aje_newman@fimniemae.^^ 
<grace_faueBsclier@fanniemaeLeom> ; 
CC: <hhartsfield@ri.skrnutigatioac6m> ; . - 

Wb are looking forward to rrieeting with you on the 21st of August; However, we wanil to make certain that Kate is on 
target with her presentation. Gould you please let us: know if you are looking at the captive as a potential credit 
■ enhancement foot for Fannie Mae or as a tool that the DUS lenders could use. 

I met with LendLease' Chief Credit Officer and the CFO in Dallas last week,- There appears to be interest on their 
part in using a captive insurance company as a risk transf^ and credit enhancement vehicle but they were 
concerned abotil Fannie Mae's reaction to the concept of captive insurance companies. Also, il appeared to 
LendLaase.that the capthre could bevery effective if they could also lay off their 5% first loss obligation under the 
. DUS program to the captive insurance company. This question was rateed in my e-hrtail to you back on IWay 30. 

Finally, could we spend a little time discijssirig the other two questions from the insurance companies that we posed 
to you at the end of May? 

My partner, Harvey Hartsfield will be working with Kate on her preseritation so please cc him on your response. 

Thanks. Marialice ... 



.; :i ;»*,.* Lt: 'S. (". 



,=.i;i>iiunuer lf;£ 
fr. jii May 'JO 



Ji\ I'isSpU^i?) 



lofr 10522 8/6/0)12; 
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' Washington Mutual Transaction 



Siibjetrtr'VVashingtori Mutual Transaction 

,.I)ate:Thu,I6Aug200109:45:56-0500 /..... . ..;•■, 

Froin:BobJones<lMbJGhes@cam~finaiicid,coni> . .. . 

To: marialiGe@risk:-mitigation.com, dwgroves@belisoirtknet, bobjones@can^^ 

Bob -Jones wrote: . ;, .■/■.'■.■•■.■ ■' ' ' . '. ■•' 

Marialice, Karl returned, my call. No. insurance, . Fannie Mae required a., 
spread account ■ that acctues ( no front end $ ) to-SO bpts.plys first- .^- 
loss' recourse of some number ■ fconfidenti-alK south of 4%.-- Fannie Mae's' .- 
initial recourse lever was 6%. . The portfolio .has 12 year weighted 
.average seasoning; Fahftie. .Mae wouldn't disclose its CPft, but Karl used 
a CPR of A%. He. was very tappy with this deaL*- 

He also told me the averaife ■ reqourse on a Fannie Mae i)US portfolio swap' 
ranges from ? to 12%.- Real; interesting; ■■ I hope this. infoEmation is . 
helpful . 

Good luck oh the captive presentation with Kate and. Fannie Mae next 
week. ■ ■■■■■:.■...■%' ■ . '• '.-.:'. ,' 
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